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Small iB HSATAYES dnd war, Period” 


J. Russert Boner 


Consultant, United States Senate 
Special Committee to Study Problems 
of American Small Business 


Development of Concern for 
Small Business 


INCE 1941, nobody in Washing- 
S ton can go wrong with a 
program which includes doing 
nice things for war veterans and 
small business. Opposition to either 
is politically considered as on a par 
with approval of the rape of Nan- 
king. 

Small business has occupied the 
attention of numerous agencies and 
research groups for a great many 
years, but without any very posi- 
tive intentions or results. Tempo- 
rary National Economic Committee 
Monograph No. 17, Problems of 
Small Business, by John H. Cover, 
gives examples of thought and ac- 
tion in this field prior to 1940. 

Before the end of 1940, however, 
the fate of small business in Ger- 
many and the growing complaints 
of small business representatives in 
this country had begun to stir more 
than academic interest in that seg- 
ment of the economy. The war 
orders placed by foreign govern- 
the large 


United States corporations, labor 


pressure on small business was in- 
creasing, and even the early mod- 


erate government controls over man 


_*The views expressed in this paper are 


those of the author, and not necessarily 
those of the Senate Small Business 
Committee. 


power and business activity were 
alleged to operate to the disad- 
vantage of small enterprise. Special 
committees to study the problems of 
small business were set up in that 
year in both houses of Congress. 
These committees perhaps rendered 
their most effective service in act- 
ing as sounding boards for the rep- 
resentatives of all elements of small 
business, and in indicating the in- 
tent of Congress in government 
treatment of small enterprise. But 
in some instances their actions were 
more direct and possibly more 
fruitful. 


The Problem of Definition 


The task of these committees and 
the agencies fostered by them has 
been immensely complicated by the 
political and practical inexpediency 
of defining small business to mean 
really small business. As a conse- 
quence of this inexpediency, a small 
manufacturer has been tacitly ac- 
cepted as one who employs 500 or 
fewer wage earners. In 1939, 98.75 
per cent of all manufacturing es- 
tablishments in the United States 
would have been included as small 
business under this definition, and 
the proportion is only fractionally 
less in 1944. In the draft of a new 
law being considered as this is writ- 
ten, wholesalers with an annual sales 
volume of $1,000,000 or less, or 
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about 95 per cent of the number of 
wholesalers in 1939, and retailers 
and service establishments with an- 
nual sales volume of $250,000 or 
less, or some 99 per cent of the 
total number in 1939, are taken as 
small business. After laying down 
these definitions, the law goes ahead 
to provide for discretionary excep- 
tions to the limitations — which 
brings matters right back to where 
they were before any attempt was 
made to lay down a statutory defi- 
nition. 

It is true that there is no distinct 
line in any industry, all concerns on 
one side of which can be said to be 
large, without room for argument, 
while all firms on the other side can 
be designated as small. This holds 
for any kind of measure chosen, 
whether it be number of employees, 
volume of sales, value of assets, 
value of products, or total weight 
of the company executives. And to 
say that the matter of largeness or 
smallness is, after all, a relative one 
is simply to beg the question while 
contributing nothing toward the 
identification of concerns which are 
considered as the beneficiaries of 
moves in behalf of small business. 
Even if they were once identified, 
individual concerns change among 
size classifications, seasonally or cy- 
clically, so often as to make cate- 
gorical treatment of them imprac- 
ticable. 

Any definition of small business 
must be arbitrary, but even an arbi- 
trary definition which would set an 
upper limit excluding at least 25 
per cent of all business concerns 
would strengthen the case for pro- 
small-business activities. The prac- 


tical disadvantage involved is that | 
it is the top 25 per cent of business | 
firms which is best organized, most | 


articulate and vocal, and most nearly 


capable of ending the political 
careers of those who move to 
strengthen potential competitors 


while excluding the top group from 


certain benefits, or even discriminat- 


ing against it. 


Obviously, any organization which | 
tries to serve small business starts | 
under the handicap of not knowing | 


whom it is to serve. Instead of 
focusing its activities on the bot- 
tom of the business heap where 


there could be no question whether | 


its efforts were in behalf of really 


small business, it tends to work | 
toward the top limit where govern- | 


ment aid is less justifiable. The 
writer has long taken the position 
that there is some absolute size, not 
very great, beyond which no busi- 
ness should be considered small, but 


which would encompass well over | 
50 per cent of all business enter- | 


prises. Needless to say, this has not | 


proved to be a salable idea in Wash- 


ington. 


Neglect of Small Business 


However small business is defined, 
there is little doubt that any con- 


cern for it in the early stages of | 


preparation for war was only inci- 
dental. As the United States moved 
further and further toward war, the 
military and other procurement 
services expanded their control over 
industrial output, at the same time 
tending to place their own orders 
with the largest corporations. Up 
to the time of Pearl Harbor at least, 
there were many defensible reasons 
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for this which need not be repeated 
here. 

With United States entry into the 
war, the situation of small business 
threatened to change sharply for 
the worse. Controls over produc- 
tion were intensified, and small 
plants were menaced by the channel- 
ing of materials and man power 
into the large plants with the war 
orders. Thousands of small business 
careers were terminated by opera- 
tion of the Selective Service Act 
and the opportunities for lucrative 
employment in war industry. This is 
largely a war of heavy equipment, 
and the large plants, many specially 
created, are the ones which turn it 
out. Limitation orders, price regu- 
lations, and paper work squeezed 
many kinds of small business se- 
verely, but comparatively few per- 
ished from these causes. 

The situation in the small business 
area during the first several months 
of 1942 was confused. It seems evi- 
dent that, in the beginning, neither 
the procurement services nor the 
large corporations had any adequate 
conception of the size of the produc- 
tion job they were called upon to 
do. There was general belief that 
the facilities of the large concerns 
and their existing satellites were, 
or could be made, adequate to take 
care of the entire war production 
program. There was wide agreement 
that many small businesses would 
perish, but that this was a necessary 
consequence of the war effort. By 
the end of the first quarter of 1943, 
the 200 largest manufacturing cor- 
porations, as measured by assets, 
were said to have been awarded 
almost 65 per cent of the $105 bil- 


lions in prime war supply contracts 
awarded to all manufacturing cor- 
porations. 


Small Plants in War Production 


During 1942, the majority of small 
manufacturing concerns were adapt- 
ing themselves in one way or an- 
other to fit in with the war program. 
Many of them had long been closely 
allied with the large corporations 
which held prime contracts, or with 
the principal subcontractors of these 
corporations. Others hastened to 
form such alliances. But there were 
still countless small plants either 
badly equipped for either war pro- 
duction or essential civilian produc- 
tion or without the contacts neces- 
sary to obtain orders. These plants 
were still hovering between life and 
death late in 1942. 

Neither the unutilized small busi- 
nesses nor Congress was willing to 
accept the defeatist view that so 
much small business must inevitably 
perish. It was objected that democ- 
racy and free enterprise are not 
saved by killing out integral ele- 
ments of them. The belief spread, 
aided by scarcities of basic ma- 
terials, that small plants not imme- 
diately fitted for war or essential 
civilian production could be adapt- 
ed to these lines more economically 
than new facilities could be created 
in large plants. Conscious effort was 
made to adapt equipment of more 
small plants to production of small 
parts. Other small plants turned 
from fabrication to assembly or proc- 
essing operations essential to war 
production, displaying an amazing 
versatility. The fallacy of expecting 
from small plants only production 
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closely paralleling their peacetime 
production was soon exposed, as 
plant after plant turned out satis- 
factory jobs of a kind they had 
never before thought of doing. 
Truly, small business’ was in the 
fight, not only against the Axis but 
for its own survival, and it was 
doing an excellent job on both 
fronts. Méasures to keep merchan- 
dising and service firms in existence 
were devised, and a tragic end for 
multitudes of small businesses no 
longer seemed probable. 

By the end of 1942 it could not 
be said that small business as a 
whole was badly off. It had made 
tremendous absolute gains in dollar 
volume of business, but its gains 
possibly were not relatively so great 
as those of large business. Percent- 
agewise, net income after taxes of 
small business increased substan- 
tially more than did that of large 
business, starting, of course, from 
a smaller base. 


The Smaller War Plants 
Corporation 


The story of the varied activities of 
the Congressional small business 
committees is an interesting one in 
itself, but space does not permit it 
to be told here. 

Among other things, they were 
responsible for the formulation and 
passage in June, 1942, of Public Law 
603, creating the Smaller War 
Plants Corporation (SWPC). This 
was after the moves to get small 
plants into the wartime program 
were well under way, and the law 
was applicable to a past situation 
which was beginning to disappear 
except for the inevitable lags which 


persist during any period of change. 


The contradictions and weaseling |} 


within the law itself made it all but 
inoperable, and it was six months 
before the Corporation could point 
to any concrete achievement. 

The law declared it to be the 
intent of Congress that the pro- 
ductive capacity of all small plants 
should be aggressively mobilized for 


war and essential civilian produc- | 


tion. It gave SWPC limited au- 
thority to comb government procure- 
ment orders and select suitable items 
for production in small plants desig- 
nated by the Corporation. Provision 
was made for the Corporation to 
take prime contracts from the pro- 
curement services to subcontract to 


small firms. SWPC was capitalized 


at $150 millions, out of which it 
could make loans to small plants 
and buy and lease property to these 
plants for the stated purposes. How- 
ever, as the law read, these powers 
were given by Congress to the chair- 
man of the War Production Board 
personally, to be exercised through 
a vice-chairman acting as chairman 
of the Smaller War Plants Corpora- 
tion. Since it was the function of the 
War Production Board chairman to 
achieve the maximum possible pro- 
duction in the shortest possible time, 
it is not surprising that the law made 
little difference in the course war 
production was following by the 
latter half of 1942. In fact, until the 
middle of 1943, SWPC functioned 
only a$ an adjunct to the Smaller 
War Plants Division of WPB, after 
which it was set apart administra- 
tively, but with its most effective 
power retained by the WPB chair- 
man. The Defense Plants Corpora- 
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tion, a subsidiary of the Reconstruc- 
tion Finance Corporation, was desig- 
nated to service SWPC’s loans and 
leases, creating an unfortunate divi- 
sion of functions in this area. Minor 
powers to collect information and 
to carry on and coordinate certain 
studies were delegated to the Cor- 
poration. The effectiveness of its 
combing of procurements depended 
entirely on the extent to which the 
procurement services chose to co- 
operate. So far as the services were 
concerned, this cooperation was de- 
cidedly secondary to getting the 
goods to win the war. 

The value of Public Law 603 and 
the Smaller War Plants Corporation 
lies less in the latter’s measurable 
operations than in their intangible 
influences. The intent of Congress to 
bring every possible small plant into 
the total war effort was plainly ex- 
pressed, and the efforts of SWPC 
eventually went far to force the 
War Production Board, the pro- 
curement services, and the large 
prime contractors to participate in 
the attempt. SWPC field offices 
aided small plants with appeals 
2agzainst rulings, gave them techno- 
logical aid and management advice, 
and helped them in every way pos- 
sible to solutions of their problems. 
Frequent Congressional committee 
aearings on the extent to which 
small plants were being fitted into 
he wartime program kept pressure 
yn all concerned with the control of 
production. 

Other hearings permitted trade 
ind industry associations and indi- 
vidual small businessmen to air 
srievances related to price control, 
infair competitive practices, arbi- 


trary decisions on appeals to gov- 
ernment agencies, and other causes 
of squeezes. The publicity, plus 
semiofficial admonitions of the com- 
mittees, often resulted in corrective 
administrative measures. 


Wartime Business Changes 


What has actually happened in the 
business arena since 1940 cannot as 
yet be precisely measured. Only 
scraps of evidence can be collected. 
The United States Department of 
Commerce has estimated that there 
has been a net discontinuance of 
more than 500,000 business firms 
since 1941. Table I shows new and 
discontinued businesses by employee- 
size groups in each industry classi- 
fication for the four years since 
1939. It is to be noted that there has 
been an actual net increase in the 
number of mining and quarrying 
firms and of manufacturing firms 
over this period. The over-all net 
decline is caused not so much by an 
abnormally high rate of discontinu- 
ances as by an abnormally low rate 
of business entries. During the last 
three quarters of 1943, the rates of 
business births and business deaths 
both declined to very low levels, 
about offsetting each other. 

Table II gives an indication of 
some changes in the small retailing 
situation since 1939. 

A comparison of manufacturing 
plants classified as small in 1939 
with those in the same class in 1943 
indicates that the plants with 500 
or fewer wage earners increased 
their labor forces in that period by 
approximately 25 per cent and their 
value of products by about 70 per 
cent. The plants with more than 500 
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TABLE I 


EstimMATED NuMBER oF NEw BUSINESSES AND DISCONTINUED BUSINESSES, 
BY INDUSTRIAL GROUPS AND SIZE OF Firms, 1940-43. 


(In thousands) 


New Businesses Discontinued Businesses 
Industrial group and ee ee ee 
size of firm ; 
1940 1941 1942 1943 1940 1941 1942 1943 
All industries, total...... 431.2 516.9 408.3 163.4 434.4 480.1 678.0 394.8 
No employees........| 167.8 243.6 269.9 36.5 259.0 275.5 386.6 231.0 
1 to 3 employees...... 216.3 220.2 108.8 104.2 158.7 186.0 266.9 LSS 
4to 7 employees...... 29.4 S2e2 17.3 13.9 8.3 8.6 13.5 14.9 
8 or more employees...}| 17.6 20.9 i Wass) 8.8 8.3 10.1 11.0 13.9 
Mining and quarrying... 3.0 4.0 3.9 1.5 2-2 ya 20 i25 
No employees........ ot aed oe) od 2 12 at, 5 
1 to 3 employees...... 1.3 i eat 1.6 .6 1.8 1.8 1.6 8 
4to 7 employees...... 8 ae 1.0 4 P| ait! Put eo 
8 or more employees... Sif 1.0 1.0 4 1 1 a7) & 
Contract construction...| 86.4 113.8 98.1 20.7 72.6 93.6 136.3 76.6 
No employees........| 43.2 53.6 60.9 lea! 42.9 S2et 72.8 34.3 
1 to 3 employees...... 29.4 41.0 25.4 6.6 Diiok Sha) 57.4 32.9 
4to 7 employees...... ThA 10.7 6.6 af 1.0 1.4 2.9 4.2 
8 or more employees... 6.2 8.5 Sie 1.4 1.6 159 ee oy. 
Manufacturing......... 30.8 33.8 ay Loh’ 25.6 A re 26.4 Did 23\.2 
No employees........ iN BB} 8.9 12.0 6.0 10.6 10.2 10.4 eis 
1 to 3 employees...... 15 14.7 9.1 iMG GBS 15.4 14.8 15.9 see 
4to 7 employees...... 4.2 5.4 hae) 4.2 aa ae .6 8 
8 or more employees... nts) 5.0 3.0 3.8 8 9 9 1.4 
Transportation, commu- \j 
nication and other ; 
public utilities...... 46.5 42.1 52.9 20.9 51.1 38.0 63.1 Dies 1) 
No employees........} 35.7 31.4 47.3 10.8 44.2 32.2 Soae yA VE & } 
i to 3 employees...... 9.7 9.5 5.0 9.0 6.7 5.6 9.7 4.8 | 
4 to 7 employees...... 8 8 4 nf at 1 ne 5 Hl 
8 or more employees... 4 4 me A ue 1 a 5 | 
Wholesale trade......... 34.4 29.7 Dadi 7.8 34.4 29.7 40.1 23e2 
No employees........ 10.4 9.1 12.0 ey A 1352 10.4 14.2 7.0 
1 to 3 employees...... 20.2 17.4 11.6 Be 1652 16.0 22a 13.0 
4to 7 employees...... ial DS Hoe di Le5: 1.5 laid 10871 
8 or more employees... | 1.0 .6 nb: a5 A Bey f 1.9 1.6 
Retaltradet:: deems vel 107.3 118.0 TMs: 38.2 106.4 116.8 228.8 147.2 
No employees........ 17.9 46.7 58.4 2.8 62.7 66.2 129.5 101.0 
1 to 3 employees...... 77.8 62.0 11.6 SOnd 39.7 45.5 VA) 38.3 
4to 7 employees...... 8.8 7.0 £3 325: Ta 2.1 4.1 4.8 
8 or more employees... 2.9 aS ah Liat 1.9 2.9 3.0 A f 
Finance, insurance and 
real estate.......... 31.8 37.8 18.9 20.1 38.0 42.0 29.1 222 
No employees........ Pie. 16.9 10.1 Bel 20.6 21.8 14.4 1255 
1 to 3 employees...... 19.1 19.3 8.1 16.6 16.9 OY | 14.1 9.0 
4to 7 employees...... Wap. 1.2 5 1 bes! 1D 4 ats a) 
8 or more employees... 3 3 ci oe 1 Sil - mt 
Service industries. ...... 91.0 137.6 109.4 28.6 102.4 UStes 150.7 73.4 
No employees........ 38.2 76.8 69.0 1.9 64.8 81.8 92.1 46.5 
1 to 3 employees...... 47.4 54.6 36.4 23.9 33.0 45.1 Sond: 2300 
4to 7 employees...... Sino. 3.8 DR ee | 2.4 ae 2.5 22 
8 or more employees... Aa 2.4 1.6 404 Bs | 1.9 Lo 1.6 


Source: Condensed from Survey of Current Business (U. S. Dept. of Commerce), July, 1944, 
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wage earners increased their labor 
forces by some 175 per cent and 
their value of products by about 300 
per cent. Of course, quite a number 
of small plants moved into the 
‘large” group in this interval, and 
huge new war production facilities 
were started from scratch, so that 
there were by 1943 a great many 
more plants in the “over 500” cate- 
gory than there had been in 1939. 
Furthermore, average employment 
in these plants had risen tremen- 
dously. 

In spite of a still spotty situation, 
it is apparent that small business in 
yeneral has fared very well. Reports 
from a fair sample indicate that at 
least 7 of every 10 small manu- 
facturers in mid-1944 do not expect 
Oo need outside financing for recon- 


version to peacetime operations. Of 
those who do expect to draw upon 
outside sources, many are planning 
additional plant expansion and entry 
into new lines of production. Thou- 
sands have been able already to ex- 
pand their plants, acquire new facili- 
ties, and prepare themselves for the 
future on a highly satisfactory 
scale. As an illuminating footnote, 
promoters of trade and industry 
association banquets have had little 
difficulty in selling whole tables to 
small businessmen at prices up to 
$15 a plate. 

Protection of small business from 
inadvertent or deliberate discrim- 
ination was doubtless necessary and 
desirable in wartime. The survival 
of numerous individual small busi- 
nesses has been widely attributed 


TABLE II 


PERCENT OF RETAIL Firms WitH Less THAN Four EMPLOYEES, AND PERCENTAGE 
CHANGE IN NUMBER OF FIRMS AND SALES, BY Kinps oF BUSINESS 


Kind of Business 


srocery, with and without meats. . 
RLSYe StALIONS 40.0. eie eee ee 
Meats and seafood........ 
Pict 160d StOres .... cule cease vier 

OE SEES Eo) Sere eee nar rear Se Reger 

Beietal Stores WIlR LO0Gsa ie or s10)s sie-e/p's 80% 


REREC OULU hy Teisy tcvedel etavay el avarctarsveray vei er a eis 16 (ola oleie 
PDL AnCeS ANC TAGIOS . crcseieic.s 1: «le! cisieyeicus sjersiwiaic sue. 
“GES Cin s crotanl Re ISIgID a Og OSE ORE LAe Se Eiciceero rtd 
fardware and farm implements.................. 
BIN SCANG ATIMKING DIACES. «nclepsts cc suere orgie wre as olehe) oye 
parcel and ACCESSOLICS 6s. .)e.0 os sieleisiewiejalsieras sie ae 
iG giloulagelseyn th (cen ate eee CISEID Oeten Bene an 
SA See ata ee ices ots (ater ele Fekete ions) 0/6 20! clleyopoFave) o-@. auetelinl a eye 
SME TEAULOIMOLLVE) cist sratsiite ates e cays lore wile © oiefoveeiseleralls 
[ome furnishings and equipment................. 
Rimber and building materials... 6.02. dec cee ee 
utomobile dealers (new and used)................ 


Percent of Percent 
firms with change in oPetcen 
less than 4 number of eales n 
employees, firms, 1939.43 
1939 1939-43 7 
eter 97 —17 +68 
95 —25 —11 
92 —30 
92 Sy +64 
92 —10 +130 
89 —21 +36 
eave 88 —15 +85 
fot 87 —31 — 6 
eras 86 —21 +66 
isnot 84 —9 +34 
ave 81 —15 +127 
Byer 80 -9 +100 
tenes CMs — 6 +56 
Sa 76 —10 +73 
aioks 72 -—9 +38 
Aare 69 -—5 +58 
Bee 65 —13 +8 
wate 50 —20 —65 


ource: Survey of Current Business (U.S. Dept. of Commerce), May, 1944. 
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solely to Congressional concern for 
their welfare. Despite incessant 
complaints about one matter or an- 
other, there is a general feeling that 
the small business problem has 
worked out better than was ex- 
pected in the early days of the war. 
Congress is now beginning to ex- 
plore needs for, and means of, pro- 
viding tax relief and better access to 
equity capital for small business. 


Concern for the Future 


Feeling that the pressure in favor 
of small business must not be eased, 
Congressional and small business 
groups now profess grave concern 
for the prospects of small enterprise 
during the period of transition to 
peacetime operations. They are 
afraid that small business may be 
the last to obtain supplies of the 
scarcer raw materials with which 
to re-enter civilian production. They 
fear that small businesses will en- 
counter difficulties in obtaining sur- 
plus war property, in getting work- 
ing capital promptly out of war con- 
tract termination claims, and in re- 
sisting pressures put upon them by 
large business. 

Small business itself shows few 
such fears, and there are those in 
Washington who choose to attribute 
this lack of concern to the ignorance 
and shortsightedness of small busi- 
ness. The large majority of small 
businessmen insist that they have 
money in the bank and will need 
little or no financial assistance in 
reconversion. Furthermore, they as- 
sert that with fair and quick relax- 
ation of government controls and 
some tax relief they can make their 
own way. The number who com- 


ment that they should perish if they} 


cannot succeed by their own efforts}|’ 


is surprising, but this is probably a 


reflection of the prosperous condi-|) 


tion in which they now find them- 
selves. Some are uneasy about post-4 
war government-sponsored competi-{ 
tion from veterans and others. 
Small businessmen tend to be quite} 
unperturbed about threatened diffi-4 


culties, delays, and other fateful], 


consequences of war contract settle-| 
ments. Overshadowing these is their} 


mild amazement at their own enor- |) 


mous productive powers, and they’ 
foresee a roseate future as large} 
producers. They have been repeat- | 
edly told that this is what the post-! 
war world will require, and they are) 
anxious to supply large volumes of) 
goods. Unfortunately, they have i 
thought little about marketing pros- | 
pects and problems, and that may | 
prove to have been a catastrophic) 
omission when competition again | 
becomes the dominating factor in| 


business life. A few do not even) 
know what postwar product they | 


are going to make, but they are) 
confident they can make lots of it. 
It is asserted that the small con- | 


cerns do not know how much of the | 


money they have in the bank belongs 
to them and how much will be re- 
captured in one way or another by 
the government. Fears are expressed 
that their lack of concern with the 
contract settlement problem will lead 
to serious congestion, perhaps bring- 
ing large segments of business to 
a dead stop while bottlenecks are 
being cleared. If these fears are 
borne out, the resulting unemploy- 
ment and community problems could 
be staggering. There is concern that 
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all these factors will work together 
with the anti-reconversion attitude 
of the military services to put the 
small plants at a disadvantage rela- 
tive to large plants in reconverting. 
The protagonists of small business 
have insisted that small plants 
should be allowed to reconvert to 
peacetime production first. 


Small and Large Business 


The small plants are not markedly 
concerned with this sentiment in 
their behalf. Many of them point 
out the interdependency of small and 
large business, and insist that they 
must move together. Small electrical 
appliance and machinery manufac- 
turers want the big fractional horse- 
power motor makers to get back into 
civilian production to supply them 
with the necessary components of 
their end products. Small motor car 
parts manufacturers must wait for 
their markets until passenger. car 
manutacture is resumed. Thousands 
of distributive, service, and manu- 
facturing enterprises, large and 
small, must all move into peacetime 
operations close together if they 
are to reach and maintain an efh- 
cient level of business activity. Many 
of the small converted plants, quite 
understandably, have no enthusiasm 
for being thrown out of gear with 
the large industries upon which their 
normal operations ditectly or indi- 
rectly depend. 

As this is written, a law is under 
consideration for extension of the 
life of the Smaller War Plants Cor- 
poration, renamed the Small Busi- 
ness Corporation, for two years, to 
July 1, 1947. The intent is to help 
small business through the recon- 


version period. The Corporation is 
granted certain loosely - defined 
“powers” so unsusceptible to admin- 
istrative interpretation that it is diffi- 
cult to foresee their significance. 
Briefly, it is given authority to bring 
limited pressures on other govern- 
ment agencies, to help small business 
with research and patent develop- 
ment, to carry on certain fact-find- 
ing and disseminating functions, and 
to continue its lending and leasing 
activities with a new capitalization 
of one billion dollars. Much or little 
might be done with these powers, 
depending upon administrative in- 
terpretation, organization, and vigor. 


Fundamentals of Free Enterprise 


The demagogic justification for a 
government agency of this kind is 
that it is necessary “to preserve 
free enterprise.” It appears to be as 
inexpedient to define “free enter- 
prise” as to define “small business.” 
SWPC has functioned thus far 
chiefly by trying to protect small 
business against government dis- 
criminations, but the small business 
vocalists talk and think in terms of 
freeing it from “big business” domi- 
nation. If free enterprise means 
freedom from postwar government 
whimsy, then there is inexcusable 
conflict within the government when 
such an agency becomes necessary 
to safeguard this freedom. Big gov- 
ernment has outrun big business 
when some parts of it make neces- 
sary the creation of antagonistic 
parts. Under the American political 
system, representatives of the peo- 
ple should decide whether or not 
they want government direction of 
all business and there should be no 
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conflict within government in carry- 
ing out the popular mandate. 

On the other hand, as a matter of 
obvious fact, any agency which pro- 
poses to “do something” for one 
segment of the economy as against 
another must unavoidably oppose 
free enterprise in the literal sense. 
Big business got where it is by exer- 
cise of free enterprise—of a sort— 
and the moves to discriminate 
against it in favor of small business 
constitute undeniable curbs on free 
enterprise. Of course, the public 
interest requires certain restraints 
upon anti-social activities of all 
manner of businesses, but most of 
these have long since been provided 
for in existing laws and agencies. 
Any undesirable tactics of big busi- 
ness can readily be handled, if this 
is really wanted, by energetic action 
of established agencies set up to 
enforce existing laws. If equaliza- 
tion of business size is honestly de- 
sired, it could be much more effec- 
tively approached by courageous 
enforcement of repressive laws than 
by pious provisions for doubtful 
aids to small business in lifting 
itself by its bootstraps. 

This paternalistic attitude toward 
small business fosters an ever-grow- 
ing inferiority complex and a mendi- 
cant outlook. The moral fiber of 
small business management is being 
weakened, and the characteristic 
sturdy self-reliance of the early 
American entrepreneur is in grave 


danger of being replaced by the 


dependency of the cry-baby. Govern- 
ment practices make it possible for 
the latter to get along better than 
the former. 


The ultimate aims of any small 
business agency have never been 
clarified. Each appears to approach 
its job with the conception that its 
function is to eliminate the margin 


and make every small business a. |)j 


large business. Although they deny 
this, its truth is evident from the 
directions taken by their activities. 

At least one government small 


business agency proposes only to | 
warn would-be entrepreneurs of the 


hazards involved in entering busi- 
ness, and to educate small business- 
men to greater efficiency. These aims 


are possible, to a degree, and are 


perhaps desirable, although this may 
be a matter of some controversy. 

Small business is highly oppor- 
tunistic. Many small concerns are 
founded to take advantage of a real 
or fancied particular situation. Thus, 
the situation in conjunction with the 
capacities of the entrepreneur must 
be evaluated. The capacity to evalu- 
ate an apparent business opportunity 
is an important part of the entrepre- 
neurial function. As a practical mat- 
ter, what agency can perform this 
function so well as the would-be 
businessman? Should any agency 
pass upon his judgment and dis- 
courage or encourage his entry? 
Warnings and cautions may make 
for sounder initial ventures, and 
they may tend to decimate small 
business ranks by lowering the birth 
rate. 

If only well-qualified entrants es- 
tablish businesses in all the right 
places, at the right times, and in the 
right lines, and all businesses are 
made equally efficient, competitive 
relationships thenceforward are not 
essentially changed and it becomes 
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much more difficult for a new en- 
trant to establish himself. There is 
the stronger possibility that rela- 
tively few small businessmen would 
profit from educational opportuni- 
ties, while the majority would not. 
Furthermore, it has been pretty well 
established that, as a rule, the larger 
the concern the more capable it is 
of obtaining and using trade infor- 
mation to grow larger. As the few 
small businesses become more effi- 
cient, they do not compete much more 
successfully with the efficient large 
businesses in their lines, but tend 
to fatten at the expense of their 
more direct small rivals. A really 
successful small business educational 
agency would put many small estab- 
lishments out of business while a 
few would grow into large con- 
cerns. The area of opportunity in 
small business would be narrowed, 
and the small business agency would 
be a party to the extinction of its 
constituency, either through repres- 
sion of entry, discontinuance, or 
growth out of the small business 
class. 

It must be emphasized that small 
business is not a structure but an 
institution of ever-changing com- 
ponents. The very instability of its 
individual parts keeps the door of 
entrepreneurship open to aspirants. 
Some of its parts grow into large 
businesses. More small business is 
ill-conceived or ill-founded, and the 
inept or unfortunate are soon re- 
moved from the field to make room 
for others to try their talents and 
risk their resources. When some 
government agency undertakes to 
keep all the dead wood in the small 
business forest standing, it becomes 


all the more difficult for new sap- 
ling growth to make its way upward. 
High business turnover has its un- 
desirable aspects but it has kept 
high the standing of this country as 
the land of opportunity. Opportu- 
nities to enter business and to stand 
or fall as a consequence of their 
own decisions make up what most 
small businessmen understand as the 
free enterprise system. Paradoxi- 
cally, a government small business 
agency injected into the traditional 
American economic system succeeds 
in the same measure as it fails. 

This is not to say that a govern- 
ment small business agency can have 
no legitimate functions. A part of 
free enterprise is the opportunity to 
discover and use all helpful facts. 
Just as the state governments pro- 
vide public schools, the Federal 
government can provide sources of 
helpful trade information most eco- 
nomically. 


Economic and Social Views 


It is a fundamental principle of 
economics that so long as an enter- 
prise is supplying a good or a serv- 
ice which is widely wanted, the only 
way its patrons can keep the supply 
forthcoming is by paying at least 
the cost of production to keep the 
supplier in existence. As more eco- 
nomical ways to supply things are 
discovered, former sources are sup- 
planted. No one has ever adduced 
positive proof of the ultimate eco- 
nomic necessity for small business. 
The economist is inclined to take 
the view that the growth of large 
business must be due, in large part 
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at least, to the fact that it is better 
able to meet some consumer de- 
mands than is small business. This 
generalization is too broad, of 
course, to state as a principle, be- 
cause the financial integration of 
business does not stop at the opti- 
mum point of production and distri- 
bution integration, and because there 
are competitive advantages which 
accrue to great concentration of 
control. The emergence of large 
business at the expense of small 
units in particular lines is not, how- 
ever, per se to be deplored. 

If greater production and more 
equitable distribution were the sole 
consideration, it might be advisable 
to encourage business concentration 
to facilitate state control. But this 
would not be in line with the 
American tradition. This country is 
supposedly committed to a demo- 
cratic economic system which, like a 
democratic political system, must be 
founded on a broad base. It is 
deemed undesirable for large inte- 
grated business interests to concen- 
trate economic power in few hands, 
thus stringently limiting the oppor- 
tunities for diffused ownership of 
more and smaller business units. It 
is commonly accepted that such con- 
centration results in less total pro- 
ductivity and lower employment 
than the country might otherwise 
have. This, in broadest terms, is the 
case for small business. 

Fears of early extinction of small 
business, even if concentration con- 
tinues, appear to be quite unfounded. 
Small business almost always does 


pioneering work. As a field is de-- 
veloped, either the pioneer concerns} 
become large and integrated or’ 
other integrations take over the best: 
parts of the field, in many cases sup-> 
porting satellite small businesses.} 
Other small businesses continually) 
crop up in new exploratory lines) 
until they in turn develop a field in| 
which larger units can profitably 
operate. There are areas and oppor- | 
tunities left by large business in| 
every line which small business can 
profitably exploit. Each business | 
aspirant may, within the limitations | 
of his capacities, choose his field 
and develop it to the extent of its. 
possibilities. It is to be assumed that | 
he chooses as well as his means will 
permit between combinations of ap- 
parently high risks and high poten- | 
tialities and low risks and decided 
limitations. Economic, political, and 
military developments make up part 
of the risks, and are often respon- 
sible for a shift of small business 
either upward from its initial Census 
size group or, more likely, for a 
move downward, even to disappear- 
ance, thus leaving room for the free 
enterprise of other aspirants. 

However, the concept of free en- 
terprise is undergoing changes, and 
the confusion is now such that it 
will take some time for any clear 
definition to emerge. Until it does, 
the country can expect queer mix- 
tures of charity, altruism, and intra- 
governmental conflict, as fumbling 
bureaucracies make their bewildered 
and bewildering influences felt in the 
small business field. 


A Proposed Plan by Which the University 
of Illinois Can Offer Service to Small 
Communities of the State* 


Ee Scovinr 


Acting Dean 
College of Commerce and Business Administration 


Small Communities Necessary 


welfare of the United States 


[ is imperative for the future 


that the environment on farms 


and in the small cities and villages 
be maintained at a level which will 


continue to attract the intelligent 
class of citizenry they have had in 
past decades. The shift in popula- 
tion has been such in recent years, 
however, that some concerted action 
seems necessary if the small com- 
munities are to continue to provide 
in the future as they have in the 
past a great many of the construc- 
tive, energetic, imaginative think- 


ers of the country. The future de-. 


velopment of the arts, sciences, and 
professions depends in large meas- 
ure on the wholesome home environ- 
ment of farms and small urban 
settlements. 

The colleges of agriculture are do- 
ing much to make rural life more 
beneficial and attractive. Colleges 
of commerce should take the initia- 
tive in assisting small communities 
to meet the challenge of a dwindling 
population. 


Successful Business and the 
Community 


A small community in general is no 
more progressive in the aggregate 
than are its business and profes- 


sional men. Stated conversely, wher- 
ever there is a body of aggressive, 
successful business and professional 
men in a small community, the resi- 
dents thereof seem to absorb a 
spirit of optimism and pride which 
makes for better citizens, better 
schools, better churches, and other 
public and social agencies which 
attract and hold a high grade of 
citizens interested in living a well- 
rounded life. This is a most im- 
portant reality to keep in mind in 
making any plans for the physical 
or social improvement of a city. 

The development of more profit- 
able business establishments in small 
cities and villages will attract more 
college graduates and more of the 
intelligent, all-round, non - college 
trained young people to such com- 
munities. Gradually, by such a proc- 
ess, a nucleus should be made avail- 
able for making more effective any 
further assistance which the Col- 
lege of Commerce or other agency 
of the University might offer. 


Decentralization of Industry 


Decentralization of industry into 
the smaller cities seems desirable 
for the general social welfare of the 
nation, through the establishment of 


*Presented to the committee on future 
University programs. 
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better employer-employee relation- 
ships and the promotion of loyalty 
to one’s occupation, to one’s com- 
munity, and to its social, religious, 
and educational agencies. Such a 
movement toward decentralization 
would doubtless increase the oppor- 
tunity for service to. small business. 


Both Large and Small 
Business Aided 


In general, the College of Commerce 
in rendering service to the business- 
men of the smaller communities 
should not overlook the offering of 
similar services to the small busi- 
nessmen of the larger cities. 

As a part of a state tax-supported 
institution no agency of the Univer- 
sity can discriminate against indi- 
viduals or business concerns in of- 
fering or rendering a given type of 
service. In general, the large busi- 
ness houses transact much of their 
business with smaller concerns. Ac- 
cordingly, anything that is done to 
improve the operating results and 
stability of small business will tend 
to benefit large business. This should 
be especially noticeable in the mat- 
ter of losses from bad debts arising 
from bankruptcy of small business 
concerns and from their general in- 
ability to “make both ends meet.”’ 


Community Advisory Procedures 
of the Past 


For about fifteen years until 1931, 
the University of Illinois had a 
Community Adviser who was paid 
jointly by the Colleges of Commerce 
and Agriculture. For several years 
there has been a Community Plan- 
ning Bureau also. Both of these 
agencies existed for the purpose of 


making better and more attractive 
communities. It seems, however, that 


although they have stimulated some | 
communities and individuals, their | 


total benefits have not been nearly 
so great as they would have been 


if the groundwork of creating suc- | 
cessful businessmen had been laid | 


first. The business and professional 
men and labor leaders of a com- 
munity, and their wives, must be 
depended on to bear the brunt of 
planning or of executing plans for 
almost any civic or social improve- 
ment undertaken. 


Types of Service to Small 
Business 


The College of Commerce, through 
its staff appropriately organized for 
this purpose, should offer to assist 
business concerns to do the best pos- 
sible job of serving the public. Such 
service to the public consists of 
providing goods and services of a 
quality demanded by the customers 
in a manner and at a price which 
is adequate and reasonable. Other 
correlative factors, of course, are 
of importance in managing a busi- 
ness so that it can meet satisfac- 


torily the numerous problems aris- _ 


ing in the execution of the main 
objective. Service by the staff of the 
College, therefore, would be in the 
fields of advertising, selling, buy- 
ing, personnel management, trans- 
portation, insurance, accounting, in- 
dustrial management, government 
relations, banking, finance, and gen- 
eral economics. Later, in combina- 
tion with services from other col- 
leges, public finance and taxation 
should be included. 
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Community Advisers, Bulletins, 
Short Courses 


Advice in each of the fields men- 
tioned would be made available to 
business through community ad- 
visers but also through personal 
conferences with other staff mem- 
bers and through research bulletins, 
popular bulletins, addresses, short 
courses, correspondence, and in 
other special ways, such as sum- 
marizing and interpreting account- 
ing data. 

A type of service which might be 
started in a small way and gradually 
increased is that in which a group 
of businessmen in each of several 
lines, such as groceries, hardware, 
drugs, garages, and others, send in 
to the College the fundamental 
totals from their books of account 
yearly or oftener. The College of 
Commerce could then compile data 
in the aggregate which would reveal 
in an impersonal way important cost 
and profit results and ratios, which 
would permit any business to com- 
pare its results with those of others 
of similar nature in the same section 
of the state or in other areas. 

This was one of the types of 
service rendered by the College of 
Agriculture as early as 1912 for 
farmers, and it has been maintained 
continuously for over thirty years. It 
not only has assisted the individual 
farmers but has furnished invalu- 
able data to the College for use in 
rendering more effective service to 
farmers in their general farming 
operations and business policies. 


Other Departments of the 
University 


When it appears that a given com- 
munity has the type of leadership in 


its business, professional, and labor 
groups to assist materially in effect- 
ing improvements in the social, rec- 
reational, educational, civic, and 
other phases of community life, 
other departments of the University 
should be in a position to offer as- 


“sistance and advice. Some of this 


assistance would doubtless come 
from the College of Commerce in 
matters of taxation and public fi- 
nance, but more would probably 
come from other departments or 
colleges dealing with such subjects 
as municipal government, city plan- 
ning, public schools, parks, recrea- 
tional programs, music, sanitation, 
and other items. 

In most cases, the Community Ad- 
viser for a given area of the state, 
when he feels that a city or village 
in the area is ready for such non- 
business programs, should assist the 
citizens in planning for additional 
types of service. 

A number of small communities, it 
is assumed, are not in need of busi- 
ness resuscitation. Others are suf- 
ficiently progressive so that their 
business interests might respond to 
suggestions in a very short time. In 
such cases the other cooperating 
agencies of the University might 
begin very early to make contacts 
which would enable them to render 
service even during the first year 
after the inauguration of the general 
community advisory system. 


Prevention or Reduction of 
Business Failures 


The College of Commerce, it is 
hoped, can do much to prevent or 
reduce the number of failures in 
business by attacking the problem 
from two points of view: (a) con- 
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ducting a program of education in- 
tended to reveal difficulties in the 
successful operation and manage- 
ment of a business and thus prob- 
ably discourage some poorly quali- 
fied individuals from starting a 
business; (b) offering assistance 
and advice in maintaining profitable 
operations of existing businesses, 
thus keeping business failures at a 
minimum. This is a social service, 
because every business failure is like 
a stone thrown into a body of water, 
distributing its effect weakly but 
nevertheless surely over a wide area. 

This proposed plan for state-wide 
community service needs some field 
men for its effective execution. It 
will be unnecessary to have an ad- 
viser for each county as agriculture 
has, but there should be several 
regional advisers in the state. The 
area covered by each would depend 
on the number of cities and villages 
interested in the service and the 
number of business concerns to be 
served. 

Initiating the Plan 


After some plan similar to that de- 
scribed has been authorized with a 
reasonable budget, the College of 
Commerce should obtain the co- 
operation of retail trade associa- 
tions, chambers of commerce, labor 
organizations, and any other groups 
affected by a study of a community 
for the purpose of improving its 
general value as a place in which 
to live. 

Field agents or business advisers 
representing the College of Com- 
merce should then make contacts 
with businessmen directly and 
through chambers of commerce and 
help them to decide whether or not 


they would be willing to cooperate | 


with the College in its proposed 
plan. Meanwhile also, by special 
meetings, printed bulletins, and per- 
sonal contacts, the groundwork could 


be laid for improvement in business | 


operating methods in those places 
where fully satisfactory conditions 
do not seem to prevail. 


As soon as it seems desirable in 


any community (preferably through 
the initiative of its business and 
professional men) to raise with its 


citizens the question of better mu-_ 
nicipal government, better schools, | 
parks, and other civic and social | 


agencies, the other appropriate co- 


operating agencies at the University | 


can begin to serve as needed. 


The advisers from the College of | 
Commerce would expand the service | 
gradually after starting with two or 


three counties but would continue to 
maintain contacts with the business 


interests of all cities and villages 


previously served, so that the latter 
might receive the benefit of research 
work and special studies conducted 
by the staff of the College of Com- 
merce. It is assumed that this method 
would perpetuate the operation of 
business on a high plane and would 


open the way for many types of 


community self-service and im- 


provement. 


An Advisory Board 


The proper execution of such a plan 
for community service would re- 
quire the creation of an advisory 
board on the campus, consisting of 
one member from each of the de- 
partments concerned. Such a board 
would serve primarily as a coordi- 
nating agency in carrying out the 
proposed procedure. 


Bureaucracy in a Democracy 


Grorce W. GosLe 


College of Law, University of Illinois 


HE departments of govern- 

[ ment are usually said to be 
three in number: the legisla- 

ive, which makes the law, the exec- 
itive or administrative which en- 
orces it, and the judicial, which in- 
erprets it. While it is helpful to 
nake a broad general classification 
yf governmental powers in this 
nanner, it must not be thought that 
he division between them is clear- 
ut and distinct. And though in 
reneral it is desirable that the law 
ye made by one set of officers, en- 
orced by another set, and inter- 
wreted by still another, it must not 
e thought that in practice this is 
Iways done, or that it is desirable 
hat it should always be done. Prob- 
bly most official acts can be defi- 
itely assigned to one or another of 
he three departments. For example, 
he legislature’s passing a traffic act 
vhich prohibits unreasonable speed 
; legislative; the policeman’s mak- 
ng an arrest of a speeder under the 
aw is executive; and a court’s de- 
iding that 50 miles an hour is un- 
easonable speed, is judicial. But 
ot all official acts can be so easily 
lassified. For example, a state com- 
lissioner of insurance decides that 
n insurance company shall make a 
nancial report to him on a particu- 
ir form. Is that legislative or execu- 
ve? For the failure of the com- 
any to comply with his order the 
ommissioner decides to revoke the 
ermission of the company to do 


business in the state. Is that execu- 
tive or judicial? 

The complexity of modern gov- 
ernment has created new problems 
in the field of administration. In 
order to deal with many complicated 
problems such as the regulation of 
railroads, communications, public 
utilities, insurance, workmen’s com- 
pensation, stock markets, employer- 
employee relations, etc., it has 
become necessary to grant wide dis- 
cretion to administrative officials in 
such matters as rates, contracts, and 
character and quality of service. In 
recent years administrative officials 
and boards in both Federal and state 
governments have multiplied a 
hundredfold. In order to perform 
their functions it has become neces- 
sary for these officers and boards to 
make numerous rules. And many of 
these rules are legislative in charac- 
ter. Thus these officers and boards 
seem to have assumed the function 
of a legislature. Their rules are 
designed to put into effect the will 
and purpose of the legislature as set 
forth in legislation. However, such 
officials, not being elected, do not 
feel so high a degree of responsi- 
bility to the electorate as do legis- 
lators. Before adoption their rules 
are not considered in party plat- 
forms and caucuses. And because 
the framers do not feel impelled to 
yield to the pressures that influence 
the legislature, much of their own 
social or economic theory is worked 
into their rules and the administra- 
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tion of them. Thus legislative de- 
cisions are reached without being 
subjected to the ordeal of discussion, 
compromise, and conciliation among 
all the various groups and interests 
that are vitally concerned. Many of 
these divergent groups do not have 
an opportunity to be heard. For 
these and other reasons the air is 
rife with charges that our govern- 
ment has ceased to be democratic 
and has become a bureaucratic tyr- 
anny. Is government by bureau dem- 
ocratic? 

While it can not be denied that 
the bureaucratic system involves 
some of the techniques of fascism, 
it differs from it in several vital re- 
spects. In a democratic state the 
specifications of the plan which is to 
be put into operation by a bureau 
are drawn and prescribed by a body 
directly responsible to the people— 
the legislature; and the very exist- 
ence and powers of every bureau 
are dependent upon the will of that 
body. Second, the personnel of a 
bureau is responsible to the same 
legislature or to an elected official— 
the chief executive. And third, while 
it is true that members of a bureau 
are not elected directly by the people 
and are not subject to removal by 
them, such members are subject to 
the wmpact of public opinion as 
manifested through the channels of 
speech and press. The people, there- 
fore, may and do exercise control 
over administrative bureaus, though 
such control is less direct than it is 
over a legislature. It is not a case 
of the people’s having irrevocably 
assigned their functions to an ir- 
responsible agent as they do in a 
fascist state. It is a case of the 


people’s having agreed temporarily) 
to keep their hands off until the 
plans of the experts have had a fairy 
trial. Then if the people are dis-{ 
satisfied with the result, they haves 
it within their power to put othe 
persons in charge, cause new plans 
to be tried, or abolish the bureau 
altogether. This they can do through) 
electing legislators and executives: 
pledged to make the changes. In a: 
totalitarian state neither the policy) 
nor the personnel of a bureau is in) 
any manner subject to review or 
control by the people. | 

This is the age of the specialist, | 
not only in the scientific but in the: 
social field. A person building a 
house employs an architect; a per-. 
son suffering from an organic. 
disease obtains the services of a 
surgeon specialist; a person build- 
ing a manufacturing plant avails) 
himself of the services of an engi- 
neer; a person operating a factory 
employs a staff of executives; a 
person involved in litigation hires a 
lawyer; banks employ economists 
and accountants; insurance com- 
panies engage actuaries and _ stat- 
isticians. In all. such cases the 
employer grants his specialist wide 
discretion and even policy-making 
authority. He holds him account- 
able only for results. The employer 
does not interfere with the detailed 
processes by which those results are 
reached. Yet it has occurred to no 
one to charge that in making such 
contracts the employer has lost con- 
trol over his own affairs. It is 
simply recognized that that is the 
only form in which the services of 
an expert are avaliable. The em- 
ployer feels that he has sufficiently 
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protected himself by reserving the 
_ power of discharge, if after a fair 
opportunity his specialist does not 
produce results. 

Like a person, the government 
also needs the services of specialists. 
Should it not then be permitted to 
employ them upon the same basis as 
a person? Many fields in which the 
government operates involve tech- 
nical knowledge of a high order. 
For example, every state in the 
union has seen fit to set up ma- 
chinery for the regulation of the 
insurance business. Regulation in 
this field requires the drafting and 
the applying of rules with respect 
to the calculation of reserves, of 
premium rates, classification of risks, 
use of mortality tables, valuation of 
investment securities, and many 
other technical subjects. Only a staff 
of experts in insurance can handle 
such matters. Necessarily they must 
have power to work in accordance 
with their own ideas and plans. 
But they are. held accountable for 
results, and if these are not forth- 
coming, they are displaced by others. 

The same thing may be said of 
interstate commerce and trade, se- 
curity transactions, communication, 
public utility service, labor, and 
many other activities that have 
come within the scope of govern- 
ment. Their regulation requires the 
services of experts. Hence, there 
have been established the Inter- 
state Commerce Commission, the 
Federal Trade Commission, the 
Communications Commission, the 
Securities and Exchange Commis- 
sion, Public Service Commissions, 
the National Labor Relations Board, 
and many other bureaus. The same 


reasons that require large discretion 
in experts employed by private 
persons require that extensive pow- 
ers be granted to governmental 
bureaus. But likewise they should 
be—and are—held accountable for 
results. 

The whole case for bureaucratic 
government then comes down to the 
consideration that the character of 
many governmental activities is such 
that the services of experts are re- 
quired and that the forces of com- 
promise must yield to some extent 
to the requirements of efficiency. 
This seems necessary, not only be- 
cause a measure of efficiency is in- 
trinsically desirable, but also be- 
cause it seems probable that only in 
this way can democracy meet and 
beat back the challenge of fascism. 
Which do we want, a controlled 
bureaucracy or an uncontrolled dic- 
tatorship? 

But other objections to our bu- 
reaucratic system have been raised. 
Not only has the bureau assumed 
legislative powers but also judicial 
powers, and, in connection with its 
judicial powers, the function of 
prosecuting persons who appear be- 
fore it. One of the most used argu- 
ments against government by bureau 
is that it involves the vesting, in 
one officer or one board, of execu- 
tive, legislative, judicial, and prose- 
cuting powers, and hence conflicts 
with the theory of the separation 
of powers set up by our Constitu- 
tion. Our constitutional theory, it is 
contended, is that these separate 
functions of government should be 
performed by different officers, so 
that each will be free to exercise 
an independent judgment, and to 
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act as a check upon the others. But 
now we are setting up a system in 
which a bureau will first draft a 
rule (a legislative function), then 
order some one to comply with it 
(an administrative function), then 
in case of his failure to comply, 
charge him with a violation and 
present evidence to itself support- 
ing such violation (a prosecuting 
function), and finally determine 
whether there has been a violation 
(a judicial function). Do we have 
here a violation of the principle of 
checks and balances which the con- 
stitutional fathers intended to set up? 
Is this a procedure that conflicts 
with basic democratic principles? 

I do not believe that this concen- 
tration of functions necessarily vio- 
lates the principles of democracy. 
If democracy fails, it will be because 
it lacks the power to function effec- 
tively. To make it effective we must 
take some risks, and a bureaucratic 
unit in our system with proper safe- 
guards seems to be within the scope 
of reasonable experimentation for 
obtaining that end. It seems probable 
that in-the course of time a system 
may be developed for distributing 
the functions of a bureau among 
several sections into which it may 
divide itself so that the different 
functions will be actually performed 
by different officers. Some bureaus 
have already adopted such pro- 
cedure. This will at any rate make 
independent judgment more _ prob- 
able in the several sections. 

Then, of course, there is always 
that independent check against arbi- 
trary decision—the judicial review. 
Such questions as whether a bu- 
reau has acted within the power 


conferred upon it by the legislature, 
whether constitutional rights have 
been violated, whether there has 
been a “‘fair trial,’ and whether sub- 
stantial evidence supports its de- 
cision, are and must always be 
reviewable in the courts. 

But there is a still stronger answer 
to the critics who charge that bu- 
reaucracy, because it infringes the 
constitutional doctrine of the separa- 
tion of powers, constitutes a threat 
to our liberties. That is found in the 
history and experience of the ju- 
dicial system itself. It is found in the 
fact that the courts from the birth 
of the nation (and in England for 
centuries before that) have exer- 
cised legislative, executive, and ju- 
dicial powers, without at the same 
time threatening or molesting our 
liberties. Every day courts are mak- 
ing law, and interpreting and en- 
forcing the law which they make. 
By far the greater part of the law 
of contracts, torts, property, trusts, 
quasi- contracts, insurance, negoti- 
able instruments, sales, and mort- 
gages has been made by judges. 
Some of this law has since been 
codified by statute, but its source 
was judicial. If the judges have not 
made this great body of law, what 
was its source? It certainly did not 
originate with the legislature. I 
think it may be conservatively said 
that the great majority of the legal 
rules that regulate the conduct of 
man in his business dealings, his 
family affairs, and matters involving 
his property holdings were origi- 
nally made by judges who had no 
statutory authority whatever to 
make them. Not only have the 
judges made these rules and through 
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the interpretative process refined 
them from time to time, but they 
have enforced them. Every court 
has its sheriff or marshal, and, 
armed with a writ issued by the 
court, this officer may take a per- 
son’s property and cause it to be 
sold in order to make effective the 
court’s judgment. More than that, a 
judge can arrest and imprison per- 
sons guilty of contempt of court, or, 
in many states, guilty of any one of 
many common-law crimes. And this 
can be done and is done without one 
word of statutory authorization— 
without any direction as to plan, 
policy, or purpose—but simply by 
virtue of the common law, the courts’ 
own creation. Furthermore, in our 
zeal to make judges less responsible 
to the public we have, in the Federal 
system, given them office for life 
and, in state systems, comparatively 
long terms. Now the amazing part 
of the story is that our courts. in 
making, interpreting, and enforcing 
the common law—in exercising this 
carte blanche authority—have never 
been seriously charged with consti- 
tuting a threat to our liberties, but 
rather held up as being the bulwark 
protecting our liberties. We have in- 
sisted, and rightly I think, upon our 
judges being independent. But when 
it is proposed that a governmental 
bureau be created, to put into exe- 
cution a plan worked out by Con- 
gress, in which the bureau’s powers 
are carefully delimited, the proposal 
is vigorously and heatedly criticised 
for being dictatorial and anti-demo- 
cratic because it confers legislative, 
executive, and judicial powers upon 
one body. 


Suppose we had gone along thus 
far in the development of govern- 
ment without a judiciary, and it 
were now proposed for the first time 
that a great number of courts be 
created for the purpose of deciding 
disputes between parties; that the 
members of these courts be ap- 
pointed for life, and that, without 
legislative plan or aid, they should 
make their own law as they went 
along. Would that not seem to be a 
proposal containing a greater threat 
to liberty than the criticised present- 
day bureaucratic plan, in which the 
general policy to be pursued by the 
bureau is set out by the legislature? 
And yet that would only be our 
present judicial system. 

Why is it that with their compre- 
hensive tripartite powers the courts 
have not through the years become 
tyrannical, oppressive, and ruthless, 
rather than the protectors of our 
liberties? There are probably several 
reasons, but one of them is- that 
there has always been a body with 
power to override them and change 
every rule they make, and that body 
is the legislature, always safely in 
the hands of the people. Not only 
has this constant imminence of leg- 
islative power existed, but the power 
has been exercised time and again. 
This important relationship between 
the legislature and the courts has 
been almost overlooked in recent 
years, apparently because of the oc- 
casional display on the part of the 
United States Supreme Court of its 
power to strike down an act of Con- 
gress because of its unconstitution- 
ality. Though this has been done 
but rarely in our history, some 
people have been misled into be- 
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lieving that this shows that the Su- 
preme Court, and not Congress, is 
the supreme power. But Congress 
has overruled the Supreme Court 
thousands of times. Nearly every 
time Congress passes a statute it 
changes the common law in some re- 
spect; that is, it: changes the law 
that has been made, refined, or forti- 
fied by the courts in their many de- 
cisions not involving constitutional 
questions. And of course there is 
not the slightest doubt of the power 
of Congress to do this. 

But bureaus are subject to ex- 
actly the same overriding power as 
the courts. Their every rule and 
order can be repealed by the leg- 
islature. And this check is in ad- 
dition to the restraint against arbi- 
trary power exercised upon them 
from the opposite direction by the 
courts themselves. Between the 
power of the legislature to make or 
destroy, upon the one side, and the 
power of the courts to veto, upon 
the other, it is not likely that bu- 
reaucrats will become tyrants. Is 
there any reason why the bureaus 
will not exercise the same zeal in 
protecting what people value most, 
as the courts have exercised? Can it 
be seriously contended that dressing 
a man in a black robe and calling 
him judge causes all his prejudices 
and human frailties to dissolve, or 
causes him to be more zealous in 
the public interest than one not so 
clothed or called? The real objec- 
tion to what is being done is not 
that it is bureaucracy—is not the 
principle of giving these compre- 
hensive powers to one group of men 
—but the bringing of a new field of 
human activity within the scope 


of regulation by law. The courts 
through the years and through their 


own initiative have acquired regu- | 


latory power over human conduct 
within certain areas, but they have 


not acquired it in the new field cre- 


ated by industrialism. It is in this 
field that Congress and the state 


legislatures have thought it desir-_ 


able to set up regulatory bodies 
and to call these bodies bureaus. 


Whether legislatures have created | 


too many bureaus and granted them 
power over too wide an area of 
human activity is a question of 
policy beyond the scope of the 
present inquiry. 

There probably are some differ- 
ences between courts and bureaus 
in their law-making methods. Courts 
do not draw up rules in advance of 
controversy, and announce them to 
the world, except in the mildly per- 
suasive form of obiter dictum. They 
make their law day by day as they 
decide cases. Rules only gradually 
take on form and content. But they 
finally materialize, and when ma- 
terialized they constitute precedent 
and are followed and observed in 
deciding new cases. Some bureaus, 
as for example the Federal Trade 
Commission, follow the same pro- 
cedure as courts, and others, like 
the Securities and Exchange Com- 
mission, have adopted the practice 
of drawing their rules in advance of 
controversy and announcing them to 
the public, so that the public may 
conduct itself accordingly. But these 
differences seem to me to be of 
minor importance. 

The objection to bureaucracy on 
the score that, in combining three 
departments in one, it constitutes a 
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threat to democracy can not stand, 
unless the American judicial system 
itself is to be condemned as anti- 
democratic. 

A sounder objection to bureauc- 
racy is that members of a bureau 
are not always trained in the art of 
conducting trials, or do not have 
knowledge of the techniques that 
the law has developed for protect- 
ing fundamental rights of litigants 
—for holding a “fair trial.” This 
position is well taken. I am con- 
vinced that too much importance 
can not be attached to the necessity 
in any hearing of an atmosphere 
conducive to a fair and impartial 
trial. This is a democratic technique 
of prime importance. I believe firmly 
with ex-Chief Justice Hughes (es- 
pecially having vividly in mind Rus- 
sian, German, and Italian “justice”) 
that there is nothing upon which 
good government depends more 
than on the “Just Judge.” But these 
objections may be met by rigid re- 
quirements of character and train- 
ing in members of bureaus. 

The feasibility of establishing bu- 
reaus can hardly now be considered 
a partisan issue. As early as 1916, 
Elihu Root, a Republican, who had 
been one of America’s ablest sec- 
retaries of state and who was then 
a senator, speaking before the 
American Bar Association, said, 
“There is one special field of law 
development which has manifestly 
become inevitable... .. The Inter- 
state Commerce Commission, the 
state public service commissions, 
the Federal Trade Commission, the 
powers of the Federal Reserve 
Board, the health departments of 
the states, and many other super- 


visory offices and agencies are fa- 
miliar illustrations. Before these 
agencies the old doctrine prohibiting 
the delegation of legislative power 
has virtually retired from the field 
and given up the fight. There will 
be no withdrawal from these ex- 
periments. We shall go on; we 
shall expand them whether we ap- 
prove theoretically or not, because 
such agencies furnish protection to 
rights and obstacles to wrong-doing 
which under our new social and in- 
dustrial conditions can not be prac- 
tically accomplished by the old and, 
simple procedure of legislatures and 
courts as in the last generation.” 

Though the Democratic adminis- 
trations have been severely criticised 
for having set up a great many 
bureaus, Republican administrations, 
during the twelve years from 1921 
to 1933, not only did not abolish 
those established during the Wilson 
regime, but in addition created 
the Grain Futures Administration, 
the Packers and Stockyards Ad- 
ministration, the Federal Power 
Commission, the Federal Radio 
Commission, the Reconstruction Fi- 
nance Corporation, the Boulder Dam 
Authority, the Federal Farm Board, 
and the Inland Waterways Cor- 
poration. 

Though no bureaus are expressly 
provided for in the Constitution, it 
may be said that the constitutional 
fathers endorsed the principle of the 
bureaucratic system. The makers of 
the Constitution thought that the 
popular will itself needed certain 
checks. Hence they did not grant 
the people direct power to elect a 
president but gave them power to 
elect the electoral college which, 
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acting independently, was to elect a 
president. And members of the 
United States Senate were not to 
be elected by the people but by an 
intervening body, the state legisla- 
ture. In other words, though the 
plan has since been changed, the 
Constitution gave the people only 
an indirect or remote control over 
the Presidency and the Senate. An 
independent agency was set up be- 
tween the people and the governing 
officials. This is what the bureau- 
cratic system does. The administra- 
tive agency is two degrees removed 
from the people. The people elect 
the President and the Congress, and 
these agencies select the bureaus 
that actually administer the laws. 
In a way, then, the bureaucratic 
system is a return to the principle 
of the fathers. 

The danger in Naziism lies not so 
much in its centralization of govern- 
mental authority, its governing by 
means of bureaus, or its setting up 
of a systematic economy, as in its 
oppression of dissenting or minority 
groups, suppression of speech, cen- 
sorship of the press, denial of free- 
dom of religion, interference with 
free organization, lack of laws pro- 
tecting people from unjustifiable 
arrest, deprivation of accused per- 
sons of the right to a fair trial, lack 
of machinery by which those in 
power are held periodically account- 
able to the people, and the adoption 
of a national policy of race preju- 
dice and discrimination. 

It has been contended by some 
that the entrance of government into 
fields previously occupied by private 
enterprise is anti-democratic—such, 
e.g., as the Tennessee Valley Au- 


thority. Though in many instances | 


this may not be the wisest policy to 
follow, such a policy is not anti- 
democratic or contrary to the spirit 
of the Constitution. As Mr. Justice 
Holmes has said, “A constitution is 
not intended to embody a particular 
economic theory, whether of patern- 
alism and the organic relation of the 
citizen to the state or of laissez 
faire.’ The government of Sweden 
is engaged in numerous activities 
which in this country are privately 


controlled. Yet, tested by any reason- | 


able standard of democracy, Sweden | 


is a thoroughly democratic country. 
The same was true of Norway be- 


fore her subjugation by Germany. 


And even if the following of such 
a policy is looked upon as a move- 
ment toward socialism, it does not 
follow that it is a movement away 
from democracy. By our principle 
of experimentation in government it 
may be discovered that some activi- 
ties can be best handled by govern- 
ment while others may be best 
handled by private enterprise. We 
are well enough satisfied with our 
postal and educational systems to 
continue them under governmental 
control. In the course of time we 
may find that other functions should 
be similarly handled. So long as pri- 
vate management of any particular 
activity continues to satisfy the 
people, they will retain it. When it 
ceases to satisfy them, they will 
change to some other plan. If they 
find they have made a mistake in 
leaving private control, they will re- 
turn to it. It is a merit of democ- 
racy that it is elastic. It is not com- 
mitted to any social or economic 
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system. It is free to choose its own 
course. 

It is not to be concluded from 
what has been said that bureaucracy 
does not introduce evils of a serious 
character. Since our entry into the 
war, bureaus, authorities, commit- 
tees, and commissions have been in- 
creased a hundredfold.’ Confusion 
and uncertainty have been intro- 
duced by conflicting and overlapping 
jurisdictions. Many authorities seem 
to be competitors of each other for 
power, and frequently the citizen is 
confused and uncertain as to his 
rights and duties. Furthermore, it 
is exceedingly difficult for Congress 

“or its committees to keep in touch 
with what these administrative 
units are doing. At times Congress 
itself seems unaware of the extent 
of its own creations. All this should 


warn us that there can be too many 
bureaus for efficient government, 
and that the whole system may be 
so clumsily set up that there is 
danger of a complete breakdown. 

But we should not pass final judg- 
ment upon the bureau as an element 
of government, nor condemn all bu- 
reaus, because of what we have been 
forced to set up too hastily during 
a period of war. When the war is 
over, bureaus will have to be abol- 
ished right and left, and what re- 
mains will have to be reorganized 
and streamlined. But this can and 
will be done. What I am concerned 
to point out is that the bureau as an 
agency of government is bound to 
be with us, and that, properly set 
up and organized, it is consistent 
with the principles of democratic 
government. 


For more than a year, various groups including Congressional committees 
and Government officials have been trying to formulate a tax program that 
would meet the heavy requirements of the postwar period. But as yet no 
satisfactory program has been worked out that would provide incentives 
for expansion and new ventures and keep tax rates on a modest scale for 
the lower-income class, without at the same time shifting a crushing burden 
to the middle class. It is this class that is the backbone of the country and 
serves as a balance wheel in a democracy. Should this group be liquidated 
through taxation, which is the first step taken in a totalitarian country, then 
private enterprise and our democratic form of Government would be auto- 
matically scrapped—From New England Letter (First National Bank of 
Boston), September 29, 1944 


The total value of exports from this country for the first eight months of 
1944 was $9,606,000,000, a record figure. Lend-Lease shipments are included 
in this total but not supplies sent to American forces abroad. General im- 
ports of merchandise for the same period were about 22 per cent above the 
total for the first eight months of 1943. 


A New Technique for the 
1944 Tax Return” 


Epwarp J. FirBey 


Department of Business Organization and Operation 
University of Illinois 


wo new Federal income tax 

laws were enacted in 1944: 
the “Revenue Act of 1943,” 

and the “Individual Income Tax 
Act of 1944.” The former was vetoed 
by the President, but was passed 
over his veto and became a law on 
February 25, 1944. The second act 
was approved on May 29, 1944. As 
was true of the eight income tax 
laws enacted in the period from 
1939 to 1943, each of the two laws 
enacted in 1944 consists primarily 
of amendments to the last complete 
law, the “Revenue Act of 1938.” 

Of the many changes made by the 
Revenue Act of 1943, several were 
canceled or modified by the Act of 
1944. In this article only the net 
changes made by one or the other 
of the two laws will be summarized. 

In its report to the House of 
Representatives, the Committee on 
Ways and Means stated that in pre- 
paring the 1944 bill the Committee 
had in mind the following objec- 
tives: 

“1. To relieve the great majority 
of taxpayers from the necessity of 
computing their income tax. 

“2. To reduce the number of tax 
computations. 


*This is the fourth annual article deal- 
ing with certain details and changes 
in the Federal Internal Revenue Code. 
The editors plan to publish such an 
article each year as an aid in the 
preparation of income tax returns. 


“3. To simplify the return form. 

“4. To decrease the number of 
persons required to file declarations 
of estimated tax. 

“5. To eliminate some of the dif- 
ficulties and uncertainties. in the 
making of estimates required for 
declarations.” 

A careful study of the 1944 Act 
will reveal that all the above- 
named objectives, except possibly 
the first, are likely to be realized. 

Form 1040 for 1944 is very well 
designed, and the instructions ac- 
companying it are the most compre- 
hensible thus far issued by the 
Bureau. 


Requirement for Filing a Return 


The new requirement is stated very 
simply: “Every individual having 
for the taxable year a gross income 
of $500 or more shall make a re- 
turn.” However, an individual en- 
titled to pay the tax as computed 
by the so-called “optional method,” 
whose gross income is less than 
$5,000 and is derived entirely from 
wages, dividends, and interest, and 
whose gross income from sources 
other than wages subject to with- 
holding does not exceed $100, may 
elect to be relieved of filing a return 
and of computing his tax. In that 
case he will use the withholding re- 
ceipt given him by his employer. 
Upon receiving this receipt, together 
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with certain required information, 
the Collector of Internal Revenue 
will compute the tax. The taxpayer 
will thereupon be billed for any ad- 
ditional tax due, or will be notified 
that a refund is due him of taxes 
collected in excess of the amount 
properly payable. 

A husband and wife may, as be- 
fore, make a single return jointly. 
This is true even though one of the 
spouses has no gross income and no 
deductions. A joint return cannot 
be made if either spouse is a non- 
resident alien, or if husband and 
wife have different taxable years. 


New Provisions Relating to the 
Normal Tax and the Surtax 


‘The Victory Tax has theoretically 
been abolished, but practically it re- 
appears in the form of a new normal 
tax. The old normal tax has been 
combined with the old surtax, giv- 
ing a new surtax with rates sub- 
stantially equal to the sum of the 
respective rates formerly imposed. 
The new normal tax rate is 3 per 
cent. Surtax rates range from 20 per 
cent to 91 per cent, the rates in- 
creasing as the income increases. All 
surtax net income up to $2,000 is 
taxed at 20 per cent. The 91 per 
cent rate is reached when the surtax 
net income of an individual is in 
excess of $200,000. 

The credits allowable against net 
income before the computation of 
the normal tax and the surtax have 
been greatly modified. The terms 
“personal exemption” and “head of 
a family” have disappeared. An un- 
married individual is entitled to a 
normal tax “exemption” of $500. 
If a joint return is filed, this ex- 


emption is $1,000, unless the ad- 
justed gross income of one spouse 
is less than $500. In that case, the 
normal tax exemption will be $500 
plus the adjusted gross income of 
the spouse having the smaller in- 
come. 

The term “adjusted gross income” 
is new in the 1944 law. In general 
it means total gross income minus 
business deductions only. 

For the purpose of the normal 
tax no credit is now allowed for de- 
pendents or for earned income. The 
concept “earned income” is no 
longer accorded recognition in the 
tax law. 

A taxpayer is allowed, for the 
purpose of the surtax only, a surtax 
exemption (or “credit”) of $500 for 
himself, $500 for his spouse, and 
$500 for each dependent whose gross 
income is less than $500 for the 
year. However, if the spouse files 
a separate tax return, or if she is 
the dependent of another taxpayer, 
(her father, for example,) the hus- 
band cannot claim an exemption for 
her. It may be observed that a mar- 
ried individual will find it advisable 
under the present law to include his 
spouse’s income, if this is less than 
$500, with his own in a joint return, 
thereby obtaining a full surtax ex- 
emption of $1,000, ($500 for him- 
self, and $500 for his spouse). If, 
however, the spouse’s income is over 
$500, separate returns will be ad- 
visable if their combined surtax net 
income is more than $2,000. 


Determination of Status 


The determination of whether an in- 
dividual is to be classed and taxed 
as a single person or a married per- 
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son is to be made as of the last day 
of his taxable year. But if his 
spouse dies during the taxable year, 
“such determination shall be made 
as of the date of the spouse’s death.” 
The last clause apparently means 
(1) that the surviving spouse will 
in every case be classed as a mar- 
ried person (unless the couple had 
been “separated” prior to the death 
of the spouse); and (2) that he will 
be entitled to a combined surtax 
exemption of $1,000 if the deceased 
spouse had no gross income and 
was not the dependent of another 
taxpayer. The survivor’s tax return 
will be a “separate return,” as no 
joint return is permitted in the case 
of a living person and a decedent. 


Other Provisions Relating to 
Dependents 


Under the 1944 law the term “de- 
pendent” applies only to a person 
within certain degrees of relation- 
ship to the taxpayer, over half of 
whose support for the calendar year 
in which the taxable year of the tax- 
payer begins was received from the 
taxpayer. The relatives specifically 
mentioned in the law are the tax- 
payer’s sons, daughters and their de- 
scendants; his stepsons, and step- 
daughters; his brothers and sisters 
and their children; his stepbrothers, 
stepsisters, half brothers and half 
sisters; his father and mother, and 
their brothers, sisters and ancestors; 
his stepfather and his stepmother; 
and his sons-in-law, daughters-in- 
law, brothers-in-law, sisters-in-law, 
father-in-law and mother-in-law. A 
legally adopted child is considered 
the same as a child by blood. But 


cousins and other remote relatives 


do not satisfy the requirement. A_ 


taxpayer cannot claim as a depend- 
ent a person who is a citizen or 


subject of a foreign country unless 


such individual is a resident of the 
United States or of a country con- 
tiguous to the United States. 

It will be noted that the age, the 


physical condition, and the mental | 


condition of a dependent are no 
longer taken into consideration. A 
parent, therefore, who continues to 
support a son or a daughter who is 
attending school or college can now 
usually claim a credit of $500 for 
each such person as a dependent. If 
a dependent was in existence during 
only a part of the taxable year, the 
taxpayer is nevertheless entitled to 
the full $500 credit. 


Earnings of a Minor 


The earnings of a minor are now 
no longer to be considered part of 
the income of a parent. If a minor 
has a gross income of $500 or more, 
he must file a tax return. In that 
case he cannot be claimed by the 
parent as a dependent. But if the 
minor has a gross income of less 
than $500 and if his parent con- 
tributes more than one-half of his 
support, the minor constitutes a de- 
pendent of the parent. Under these 
circumstances the income of the 
minor escapes taxation. 


Basis for Calculating Deductible 
Contributions and Medical 
Expenses 


Heretofore contributions were al- 
lowed as deductions in an amount 
not in excess of 15 per cent of a 
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taxpayer’s net income. The limit is 
now 15 per cent of the taxpayer’s 
“adjusted gross income.” This will 
ordinarily result in a somewhat 
larger deduction in the case of tax- 
payers who make generous contri- 
butions to religious, educational, 
charitable, and similar organizations. 
Adjusted gross income is likewise 
the basis for determining the amount 
of medical, dental, and hospital ex- 
penses deductible. Expenses of this 
kind in excess of 5 per cent of the 
adjusted gross income of the tax- 
payer are allowable as deductions. 
But the maximum amount deductible 
is $1,250 in the case of a single indi- 
vidual, and $2,500 in the case of a 
married person or of a single per- 
son supporting one or more depend- 
ents. Such expenses include also 
amounts paid for health and acci- 
dent insurance. Amounts received as 
compensation for sickness or in- 
juries are accordingly treated as 
taxable income, but not in excess of 
the deductions allowed for medical 
care. It will be observed that 5 per 
cent of adjusted gross income’ will 
usually be greater than 5 per cent 
of net income, and that the change 
will therefore result in a smaller 
deduction than formerly except in 
the case of those taxpayers who are 
unfortunately able to claim the full 
maximum amount allowable. 


The Optional Tax Computation 


As a result of the two tax laws en- 
acted in 1944, the optional tax pro- 
visions now apply to adjusted gross 
incomes up to $5,000. This alterna- 
tive method of computing one’s in- 
come tax is now available to practi- 
cally all taxpayers, regardless of 


the source of their income, provided 
that their adjusted gross income is 
not in excess of $5,000. 

In view of the fact that the tax 
table provides for a standard allow- 
ance, for personal expenses, of ap- 
proximately 10 per cent of a tax- 
payer’s adjusted gross income, it is 
quite certain that a large proportion 
of taxpayers will avail themselves of 
the optional table. If, however, a 
taxpayer finds that his deductible 
personal expenses—taxes on his 
home, interest on private borrow- 
ings, contributions, medical expenses, 
etc.—are in excess of 10 per cent of 
his adjusted gross income, he is 
likely to find that the use of the 
standard method will result in a 
lower tax. 


The Optional Standard Deduction 


Persons with adjusted gross incomes 
of $5,000 or over are now given the 
privilege of using a standard deduc- 
tion of $500 in lieu of the total of 
their actual deductible personal ex- 
penses. In most cases it will prove 
worth while for the taxpayer to com- 
pute his tax, at least tentatively, by 
both methods. After a taxpayer has 
elected to use one method and has 
filed his return, his choice is irrev- 
ocable for that taxable year. 


Miscellaneous Changes 


(a) The fourth installment of the 
estimated tax for 1944 will be due on 
January 15, 1945, instead of on 
December 15, 1944. 

(b) A person now qualifies as a 
farmer if two-thirds of his gross 
income for the taxable year, instead 
of 80 per cent, is derived from 
farming. 
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(c) A farmer need not file a dec- 
laration of estimated tax until Jan- 
uary 15. If he is able to file his com- 
plete tax return by that date, he 
will not have to file a declaration. 
If a declaration is filed January 15, 
the complete return will be due, as 
previously, on or before March 15. 

(d) Several very important 
changes have been made in the pro- 
visions of the law relating to the 
withholding of the income tax by 
employers. These will not become 
effective until 1945, but every em- 
ployee will be required to furnish 
his employer with a new exemption 
certificate on or before December 
1, 1944. It is expected that in the 
case of a taxpayer whose income is 
derived solely from wages, substan- 
tially his entire tax liability on 
wages up to at least $5,000 will be 
withheld by the employer during 
1945. 

(e) Excise taxes are no longer 
deductible unless they are paid in 
connection with a business expense. 


Completing the Payment of Taxes 
‘for 1944 and Earlier Years, and 
Filing a Declaration for 1945 


(1) On or before January 15, 
1945, an individual taxpayer will 
remit to the Collector either the 
last quarter of his declared tax for 


1944, or the balance of his actual 
tax for 1944 that has not been with- 
held by his employer and has not 
already been remitted as install- 
ments of his declared tax. : 

(2) On or before March 15, 1945, 
the taxpayer will file his regular 
(final) tax return for 1944 and remit 
the balance of his actual tax, unless 
this was done on or before January 
15, 1945. 

(3) If the last one-eighth of a 
taxpayer’s 1942 or his 1943 income 
tax remains unpaid, this must be 
paid on or before March 15, 1945. 

(4) Every individual, with very 
few exceptions, must file a declara- 
tion on or before March 15, 1945, of 
his estimated tax for the taxable 
year 1945, (1) if his gross income 
from wages can reasonably be ex- 
pected to exceed the sum of $5,000 
plus $500 for each surtax exemption 
except his own; or (2) if his gross in- 
come from sources other than wages 
can reasonably be expected to ex- 
ceed $100 and his total gross income 
is expected to be $500 or more. One- 
fourth of the estimated tax must be 
paid when the declaration is filed. 
But a person deriving two-thirds of 
his gross income from farming need 
not file his declaration of expected 
income for the year 1945 until Janu- 
ary 15, 1946. 


The Consumers’ Balance.—According to the Office of War Information, 
in 1943 Americans, in spite of wartime conditions, spent more for goods and 
services than in any other year in the nation’s history. Yet, because of 
swollen wartime incomes the amount of unspent income was greater than 


ever before. 


OWI reported that $33.4 billions were left after $90.6 billions worth of 
consumer goods had been purchased and $18 billions in taxes had been paid. 


We Turn to the Right 


Francis G. Witson 


tT the close of the Democratic 
A Convention this year Mr. 
Fulton Lewis, Jr., the noted 
radio commentator, observed that 
the nomination of Senator Harry S. 
Truman for the vice-presidency 
meant that the party had turned to 
the Right. To have nominated 
Henry A. Wallace again would have 
indicated that the Democratic party 
still showed a slight inclination to 
the Left. But the ordinary citizen 
might ask with some pertinence: 
Just what is a turn to the Right? 
What would be a turn toward the 
Left? Such terms seem to have very 
little meaning, for even the Ameri- 
can Civil Liberties Union noted in 
its report for 1944 that the Com- 
munists now approve practically all 
the views held by the American 
majority. On the other hand, the 
Socialist party stands on the Left, 
since it continues to hold ideas 
which, in the American tradition of 
politics, are revolutionary in their 
import. 

Most of us are conservatives, and 
most of us have had nothing to do 
this election year with the Socialist 
party or the Communist Trojan 
horse. We have stayed within the 
traditional party framework, that is, 
we have voted for either the Demo- 
cratic or the Republican candidates. 
But, on the assurance of Mr. Fulton 
Lewis, Jr., we are voting conserva- 
tive when we make such a choice. 
Thus we may say, probably, that the 
shift to the Right in the Democratic 


fold is in its quality a small shift, 
just as the Republican party, the 
founder of the American tradition 
of Progressivism in politics, can 
with slight changes in policy become 
progressive in the usual sense of the 
word. We adhere in practice to 
what might be called the American 
tradition of political decision, and 
most of us believed that there was a 
real difference between the choice of 
Democrats or Republicans in the 
election. On the other hand, the 
revolutionary will say that both 
major parties are bankrupt in that 
they have no new ideas for the solu- 
tion of economic and social difficul- 
ties. This position assumes that the 
revolutionary of today does have 
answers to the economic issues we 
face. The conservative may justly 
be dubious of such assertions, espe- 
cially in the light of the history of 
Socialism during the last generation. 

Students of governments have re- 
marked for a long time the swing of 
the so-called pendulum of politics. 
This is to say that the voters will 
shift in degree from the extremists 
to the moderates over a period of 
years. After a period of reformism, 
the electorate will want peace and 
quiet in its political leadership. We 
have had, certainly, a lot of noise 
from the party leaders and bureau- 
crats during the last dozen years, 
and the nomination of Senator Tru- 
man, who called himself a wheel 
horse, may indicate that the Demo- 
cratic leadership is simply hanging 
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on to the pendulum as it swings to 
the Right, hoping thereby to remain 
in power. What is argued here, how- 
ever, is that the swing of the pendu- 
lum is within the limits of tradi- 
tional American party action; even 
on the progressive swing of the 
pendulum we may still say that most 
voters do not desire any revolution- 
ary change and that they want such 
a preservation of American practice 
and tradition as to remain conserva- 
tive in spirit. 

A second world war, added to the 
continuous dislocation of economic 
life, has given nearly all classes in 
all countries a sense of insecurity, a 
questioning of tomorrow, and a de- 
sire to retain the advantages pre- 
viously held. When political lead- 
ership, therefore, argues that it 
stands for security, for the abolition 
of fear and want, it is appealing 
to the deepest political emotions of 
the people of this destructive age. 
Adventure there is too much of, 
calm thought has all but ceased to 
exist, and expectations are destroyed 
each day as a matter of course. Se- 
curity means, in effect, restoration 
of what we once had, and freedom 
from fear means no further loss of 
what we have had and what we 
want. It is clearly good politics to 
stress these appeals, but those who 
stress them should in conscience 
believe that they are capable of 
making good on the promises they 
offer. 

The turn to the Right may signify 
that all groups in the community 
have learned again that most polit- 
ical promises mean little. It may 
mean that they want fewer such 
assurances and more actual per- 


formance from political leadership. 
It may signify a further and grow- 
ing distaste for the magniloquence 
of political leaders. It may mean that 
people are beginning to believe that 
the state is, indeed, a fragile reed on 
which to lean in time of trouble. 
Conservatism in politics may mean 
a cynical distrust of all political 
action; but it should mean more 
than this, and it does, to the intel- 
ligent adherent of the traditional 
system of life in the United States. 

The importance of these consider- 
ations may be easily illustrated. Mr. 
Peter FE. Drucker in Dhe End of 
Economic Man has insisted, and I 
think accurately, on the despair of 
people who have surrendered their 
liberties to dictators. The loss of 
hope has produced a will to believe 
in leaders and not in principles, and 
it has fostered the insanities of 
politics which form the core of the 
revolution of our time. In the urban 
middle class and in the factory 
workers distrust and hate have been 
generated for years. The immediate 
frustrations of war and insecurity 
have been added to the subconscious 
revolt against the conditions of life 
in factory and industrial town. Yet 
the alternatives to which we have 
turned are poor enough. A part of 
the working class yet has the will 
to believe that Russia is the hope of 
democracy; others turn in gratitude 
toward the growing bureaucracy and 
the expanding power of the state; 
and still others surrender themselves 
to the oligarchies of trade-union 
leadership. 

For the European, the basic con- 
trast is between the individual who 
believes in some form of the mod- 
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ern revolution and those who think 
that, sanity and security may be 
reached again in the framework of 
tradition. But the _ revolutionary 
promise is now pale enough and the 
traditions which once held society 
together can only be more shattered 
than they were by the impact of the 
present war. The turn to the Right 
will mean that, gradually, the revo- 
lutionary promise, dating back to the 
movement launched by Robert 
Owen, the Chartists, and Karl Marx, 
has ceased to appeal to the imagina- 
tions of the intelligent. But for the 
masses it must mean the acceptance 
of a leadership which frankly 
argues that salvation lies in a re- 
turn to the traditional values of 
Western economic culture. For our- 
selves, if the promise of American 
tradition is to be realized only in 
part, a heavy burden rests on those 
who are conservative in spirit. 
Against the compelling failure of 
Socialism for a generation, a meas- 
ure of success for the conservative 
may be enough to begin again a 
lasting and orderly progress. 

The central issue in all this is 
simply to make the modern economy 
function without the continuous 
stream of halfway measures and 
erratic plans which some think have 
been keeping it going since the out- 
break of war in 1914. The brave 
alk of wartime optimism must be 
made good if the present war is not 
1o become merely a prelude to 
sreater disturbances in the future. 
Historical practice, it must be recog- 
1ized, is imperfect, for the nature of 
men is, as the theologians say, sin- 
ful, or, as the modern philosopher 
night say, recalcitrant. Policies at 


times represent an ideal which in 
actuality is often remote from the 
rational goal we set before us. But 
our success in the future must rest 
upon the conservative proposition 
that only a partial success is pos- 
sible; that those who suffer under 
the present order of the world must 
be satisfied with the alleviation that 
can be given by society as a whole 
and not merely by bureaucratic 
management. We must work with 
the economy we have; it is the tra- 
ditional foundation on which we can 
build. As the apocalyptic dream of 
revolution fades, the system of con- 
servative policies will be tried again, 
though probably not in all its logical 
completeness. The turn to the Right 
means that the central issue of mak- 
ing the economy work is given, for 
another trial, to the conservative 
spirit in leadership. It means too 
that individuals and localities bear a 
larger responsibility for social well- 
being than they have acknowledged 
for many years. 

Whether we speak of socialists or 
traditionalists, the number of ideas 
presented for the solution of eco- 
nomic trouble since August, 1914, 
is curiously small. The predominant 
idea has been that government 
spending will keep the economic sys- 
tem functioning. Public works, sub- 
sidies, and monetary schemes have 
resolved themselves for the most 
part into government borrowing and 
spending. Essentially, we are just 
where we were before, and the plans 
for our postwar period of tomorrow 
look suspiciously like those of 1920, 
except that today there is a body of 
theory to support the budgetary 
activities of the government. A pro- 
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gram of road-building in the United 
States can hardly be presented after 
the war, for example, as a new idea. 
But that, in all probability, is one 
of the things we face, as Congress 
is already considering proposed bills 
to take over the postwar highway 
program. In contrast with an earlier 
day, there is now a group of theor- 
ists who justify the unbalanced 
budget and agile fiscal footwork. 
The conservative argues that one of 
the bedrock elements in any func- 
tioning economy is a spending and 
taxing policy which imposes as little 
burden as possible on the productive 
forces of the country, and which 
gives people some assurance that 
the dollar of tomorrow will buy as 
much as the dollar of today. 

The issue may be stated some- 
thing like this. The bureaucratic 
revolutionary of the present time 
argues that only by government as- 
sistance can investment be suffi- 
ciently encouraged to keep economic 
activity expanding. It is only with 
the aid of government that the econ- 
omy can keep going at all. Fiscal 
policy thus becomes one of the first 
elements in the economic system; 
with an adequate flow of spending, 
production will take care of itself, 
since people will have enough money 
to buy whatever is produced. On the 
contrary, the conservative puts pro- 
duction as the first element in the 
table of economic health. Fiscal 
policy, such as taxation, can impair 
production or can aid it, but fiscal 
policy is no substitute for the dis- 
tributed initiative of the system of 
private enterprise. It is impossible to 
aid production by merely spending, 
if at the same time part of the fiscal 


system penalizes the initiative of 
business in developing production. 
Much of the conservative posi- 
tion depends upon an interpretation 
of history. No thinker today would 
minimize the crisis through which 
the world has moved since 1914. It 
is a period in which there has been 
a disintegration of economic order, | 
political tradition, cultural restraint, 
and religious values. The intellectual | 
revolutionary assumes, with his ma- 
terialistic interpretation of history, 
that the capitalist system is respon- 
sible for what has happened, and he 
makes the further assumption that a 
system either clearly or partially so- 
cialistic will restore all that has been 
broken down in the last thirty years. | 


The blueprints of a political dream- 


world are set off against the actu- 
alities of economics and politics. The 
conservative answer is that the revo- 
lutionaries share in the responsi- 
bility for debacle, just as much as 
any other group. For it is clear that 
Socialism has had in the last gen- | 
eration all the opportunities any 
political movement could ask. Had 
its promises been true, it might have 
prevented the first German war; it 
might have solved the economic 
difficulties of the reconstruction 
time; and it might above all have 
prevented the rise of Fascism and 
the outbreak of another war in a 
generation. The conservative should 
admit his own failures to do these 
things, but if the revolutionary idea 
of the twentieth century is what. it 
is supposed to be, it should have suc- 
ceeded where conservatism failed. 
The conservative picture of So- 
cialist achievement, or lack of 
achievement, includes most of the 
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countries of Europe. In Russia 
Socialism had its great chance. But 
the political nature of the regime 
in that state, as well as the recent 
return to traditionalist positions in 
politics, vitiates any assumption that 
Russia is a worker’s paradise. Com- 
munism may be regarded as one of 
the most cynically reactionary move- 
ments in the world today. What. it 
will be in the postwar period de- 
pends, of course, upon the will of 
the masters of the Kremlin. Or, the 
conservative may observe the fail- 
ure of Socialism in democratic coun- 
tries to live up to its promise of 
political initiative. The tendency of 
Socialist leadership in or near power 
to become inert was shown in Ger- 
many before the rise of Hitler, in 
the politics of the Socialists in both 
France and England, not to mention 
Italy in the years immediately after 
the last war. It may be argued, in- 
deed, that the only exceptions, the 
Scandinavian countries, present us 
with a good deal of honest conserva- 
tism mixed with a dash of socialism. 
Likewise, the smaller agrarian coun- 
tries which have remained out of the 
war will, no doubt, be in the best 
position economically when we begin 
again the laborious process of re- 
construction. 

Clearly, the history of the West 
since 1914 shows the state to be an 
oppressive institution. The Right to- 
day may well regard as proved the 
proposition that the state, in spite 
of revolutionary window dressing 
called socialism, bolshevism, or fas- 
cism, is much the same institution 
that presided over the decline of 
historic societies. Freedom for the 
conservative has meant for centuries 


freedom from the control of the 
state. But the state is not simply an 
abstraction; it is in practice a group 
of men who have power and who 
like to keep what they have. The 
impact of the state upon the indi- 
vidual is largely bureaucratic, since 
the bureau officials are the enforcers 
of the law as it is enacted either by 
executive order or by the legislative 
body. While the state is necessary, 
the conservative view of freedom 
has insisted on the normative idea 
of constitutional government, that 
is, a government in which the public 
official is subject to legal control. 
Historically, too, the centralized 
state has tended to escape from the 
control of law and to become in- 
creasingly a rule by personal dis- 
cretion without adequate means of 
enforcing the principles of law 
against those who are in the gov- 
erning class. 

Freedom in the modern world, as 
in all other worlds, must mean free- 
dom from power. This freedom 
means freedom from a horde of ir- 
responsible bureaucrats, from politi- 
cal managers and artists in the 
manipulation of the ideas of the 
traditionless masses of industrial 
areas. It means freedom, likewise, 
from irresponsible private power, 
such as is involved in monopoly, 
for certainly the conservative tradi- 
tion in the United States has never 
been a defense of those who abuse 
their power in economic life. Both 
the political leader and the eco- 
nomic leader should exist because of 
the service they perform for the 
great masses of society. The preser- 
vation of freedom means to many 
conservatives the preservation of a 
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decentralized society in which there 
is a wide distribution of political, 
social, and economic initiative. We 
have watched the centralized-power 
state for a generation, and to the 
conservative its creativeness is now 
a stale myth that those in power 
must still exploit through leaders of 
fading energy. 

There can be no rapid recovery 
from the destructive and retrogres- 
sive period through which we are 
living. If in a generation after the 
war, the tendencies toward the de- 
struction of economic freedom have 
been halted we may say that our 
work has been well done. If in that 
period international institutions for 
the prevention of war are really 
functioning, we may say that civili- 
zation is on the mend and that one 
of the essential conditions for free- 
dom and limited power has been 
attained. If in that period that 
greedy eater known as Leviathan 
has a more limited appetite for taxes 
and debts, a foundation for eco- 
nomic growth will be laid. If in such 
a period of time bureaucracy has 


been reduced, restrained, and decen-} 
tralized, the ordinary individual may 
be reassured that in democracy the} 
people have some control over their 
government. 

But all this will mean likewise: 
that the middle class in society has} 
been preserved; it will mean that! 
some sort of social balance has been) 
created from the ashes of this revo-: 
lutionary age. For, in the final an-. 
alysis, the middle class is the carrier’ 
of the national tradition. It is the: 
conservator of the religious values | 
which tie us with all times in the 
past; it is the social region in which. 
ordinary people have an opportunity 
to lead secure and reasonably un- 
frustrated lives; and it is the social 
group which utilizes the distributed 
economic initiative so essential in a 
free economy. It is a place where 
the fallen plutocrat may land, and 
it is a region to which the able mem- 
bers of the less fortunate groups 
in society may rise. Without a vital 
middle class there is no lasting con- 
servatism, which is to say there is 
no genuine practice of freedom. 


Perhaps the most favorable element in the outlook is that regardless of 
handicaps and difficulties business men themselves will be working hard to 
overcome them. Those who suspended work two or three years ago on their 
normal peacetime products and turned to war production can be certain that 
a huge demand has accumulated, waiting to be filled. As their war contracts 
are cut back, every instinct will drive them to get into civilian work again 
at the earliest possible moment, and to do everything in their power to sur- 
mount the obstacles or go ahead despite them. There is much evidence that 
this determination will apply not only to production of goods for sale, but to 
making up deferred maintenance rapidly and to new investment in plant 
and equipment, where that is necessary to revamp and modernize produc- 
tive machinery, and to relieve bottlenecks. If this is the general attitude the 
interruption should not be unduly long or depressing—From the October 
Letter of the National City Bank of New York 


